More and Better, contends that saving offers the region a path to greater growth, prosperity and well-being. It dismisses the argument that the main reason for saving is to protect against adverse events and be prepared to ride out bad times. Instead, it posits that the goal of saving should be to pave the way for individuals to live more productive, fulfilling lives, for firms to grow and provide quality jobs and competitive goods and services, and for governments to assure their citizens enjoy a developed infrastructure, efficient public services, and a dignified, secure retirement.
Firms must save so they can grow productive enterprises that employ more workers in better jobs to produce quality goods for domestic and international markets. Governments must save to build bridges, highways, and airports that support a productive economy, to provide quality services such as education, health, water and sanitation to their citizens, and to assure their senior citizens a dignified, worry-free retirement. In short, countries must save for a sunny day-a time when everyone can bask in the benefits of growth, prosperity, and well-being.
To have even a chance of reaching that sunny day, this book argues that Latin America and the Caribbean must save more and save better. It contends that saving in the region is too low and that the savings that do exist can be used more efficiently to enhance growth and development. The purpose of this book is to raise awareness about the urgent need to promote more and better saving to address several of the region's most pressing issues including lackluster growth, low investment rates, and the growing need to care for an aging population.
Why should economies care about how much they save? After all, if economies can always borrow from abroad, then national saving rates should not matter. However, borrowing from abroad may be more costly and may raise the risk of crises. Foreign financial flows are fickle, and history shows that they dry up just when they are needed most.
Latin America and the Caribbean is no stranger to the currency and financial turmoil generated by external debt. Importing saving from abroad is far from a perfect substitute to boosting saving at home.
Given the limits to external borrowing, countries that save more also invest more. In other words, there is a positive association between national saving and domestic investment (investment in the real economy, not purely financial investment). From a policy perspective, it is useful to understand which drives which: whether higher saving leads to more real investment or whether better investment opportunities lead to increases in saving. This book argues that causality runs in both directions. Or more precisely, that Latin America and the Caribbean suffers from two reinforcing problems: low saving supply and weak investment demand. Solving these problems and breaking the vicious cycle between them demands concerted and swift policy action to increase saving and investment.
Savings: The Sum of its Parts
National saving is the sum of all the individual saving decisions of the agents in the economy: households, firms, and government agencies. While a macroeconomic analysis is instructive, in the end saving decisions are made by individuals and reflect the information they have and the many real-life considerations that may influence their behavior. To fully understand the problem of saving, it is imperative to break down and analyze how the savings generated by households, firms, and government agencies is aggregated and channeled to the economy.
The financial system is the middle man: it moves the resources from people who save to those who need the resources to invest.
Small and inefficient financial systems, like those in Latin America and the Caribbean, jack up the costs for financial services, which in turn depress both saving (by reducing effective returns to savers) and investment (by increasing the cost of credit to borrowers). In such contexts, households that lack access to good financial savings instruments may opt to save in other ways-by accumulating cash or jewelry, by buying durable goods, or by investing in the family firm-which may not be the most productive. These mechanisms reduce the collective efficiency with which the existing savings are used. A good financial system not only mobilizes savings but also pools them and allocates them efficiently to finance the projects with the highest returns. If savings are not pooled within a well-functioning financial system, then the overall economy suffers a loss, as do the individuals and firms in that economy. Efficient financial intermediation encourages more saving and ensures that savings are used in the most productive fashion, supporting growth and development. and 100 percent of GDP in loans to the private sector, respectively.
Households in the region, especially lower-income households, have limited access to adequate financial instruments to save. They face relatively high costs to access and use the available instruments and often do not trust formal banks. As a result, households save less than they otherwise would; or when they save, they do so using nonfinancial vehicles.
The lack of development and coverage of pension systems in the region is another severe constraint for saving. Less than half the population in Latin America and the Caribbean saves for retirement through a contributory pension system. Households simply do not save enough for retirement, and do not make up for the lack of pension saving through nonpension saving instruments.
This situation is a crisis in the making that will worsen as the region inevitably ages. Pension regimes by and large have failed to prepare countries for the demographic transition underway in their societies.
In addition to low pension coverage, extensive labor informality, widespread financial illiteracy, and lack of trust in financial systems seriously hamper household saving.
In the case of firms, saving decisions are intimately connected to their investment needs. Firms save (that is, retain earnings) because internal funds are cheaper: they are free from the intermediation costs of bank credit. When the cost of external credit is too high, self-financing may become the only feasible way for firms to finance investments. But when firms lack sufficient retained earnings or external credit in the form and amount they need, they forego productive opportunities. Removing distortions in financial markets that prevent firms from accessing the funding they need at a reasonable cost would enable firms to take on productive investment projects with high returns. This, in turn, would encourage more saving, as both households and firms would want to save more to benefit from the higher returns to investment.
Distortions in labor and product markets also set the stage for misallocating economic resources and, therefore, limiting productivity growth. Scores of small, informal, and unproductive firms in Latin America and the Caribbean limp along on the crutches Saving also matters to the day-to-day life of individuals.
Households that either do not save, or save primarily through informal mechanisms, usually have more difficulty dealing with shocks such as losing a job or illness; it is harder for them to invest in education or other forms of human capital; and they do not have the reserves to ride out hard times (smooth consumption). For many individuals, it is too difficult to save when they struggle to make ends meet. However, low-income households do need adequate saving instruments; the problem is that they are not available.
On top of all these pressing needs, the population of Latin America and the Caribbean is aging fast. For the past four decades, most countries in the region have benefited from a bonus in the form of an increase in the working-age population. More workers made it easier to take care of a relatively smaller pool of elderly people through intergenerational transfers (either arrangements within the family, or to a lesser extent, through pensions). This bonus has now ended in many countries, or will end very soon for the rest (See Figure 3) . Population graying will fuel the demand the real value of their hard-earned savings; thus, they often channel savings abroad, purchase durable goods, or step up consumption rather than invest locally when there is too much volatility. High volatility may also discourage foreigners from lending at longer terms and lower cost. A negative cycle sets in whereby low national saving fuels the need for more foreign savings, which becomes ever more difficult to attract, increases external borrowing costs, induces financial fragility and crises-and feeds back into another shaky cycle.
Mobilizing national saving would help break the cycle and set into motion the opposite dynamic. Foreign saving can be a necessary and useful complement to national saving, but it is far from a perfect substitute.
FIGURE 4
Gross National Saving Rates by Region, 1980 Region, -2014 Another factor that has depressed saving is the state of the region's pension systems. They cover less than half the population, and many of them face long-term sustainability challenges. Most people in Latin America and the Caribbean do not save through pension systems, or they do not save for enough years to qualify for a contributory pension at the end of their working lives. Importantly, they do not make up for the lack of pension contributions with higher voluntary saving. The pension crisis in Latin America and the Caribbean is effectively a saving problem, with serious social implications.
Fiscal policy has also been a drag on saving in the region.
Two long-standing problems of public finance remain largely unaddressed and have a direct bearing on public saving. First, the composition of public expenditures is more oriented toward current expenditure (consumption) than to public investment (saving).
Distorted incentives bias public expenditures toward current spending and away from capital investment over the economic cycle.
In good times, political economy incentives encourage governments to increase spending across the board. In bad times, it is usually 
How to Promote Saving for Development
This book outlines how to increase saving for the future in sustainable ways. A comprehensive agenda to mobilize saving combines public policies to stimulate saving directly, such as measures related to fiscal policy and pensions, with policies that operate indirectly by removing constraints that impede agents from saving-and particularly from saving efficiently, in ways that support economic growth and welfare.
Improving the efficiency with which savings are used also requires eliminating the distortions that waste economic resources and restrain productivity growth-and thus reduce investment demand.
Tackle the pension problem. A solution to Latin America's saving problem requires fixing broken pension systems. Countries in the region have promised to pay very generous pensions to their retirees, but they have not saved enough to fulfill those promises for everyone. Most pension systems in the region face structural challenges associated with informality and low contribution rates.
The public debate in the region largely revolves around whether pension systems should be based on individual accounts (fully funded) or pay-as-you-go (PAYGO) approaches. However, that is not necessarily the most relevant debate.
Countries with pension systems based on individual saving accounts-or that want to move in that direction-must realize that these systems per se cannot resolve their saving woes. First, if too few people are covered or contribute to the system, and/or contributions throughout the working life of an individual fall short of providing adequate pension benefits at retirement (either because contributions are low or because the returns to those contributions during the investment period are low), then the government will have to shell out resources to make up the deficit. This will continue to be a drag on national saving. Moreover, transition costs have piled up from shifting pension systems from pay-as-you-go structures (which is how all pension systems in the region began) to systems based on individual accounts because the commitments made to contributors under the pay-as-you-go systems must be fulfilled. This can be a substantial drain on public resources.
Countries with pay-as-you-go systems must adjust the systems' parameters (such as the retirement age, level of benefits, and required years of contributions) to avoid unfunded and/or unsustainable systems down the road. So far, the problem has been hidden behind favorable demographic trends (with relatively more contributors to the pool than retirees receiving benefits). Yet despite the favorable demographics, pay-as-you-go systems have not built adequate reserves by saving (and investing) the excess contributions.
Pay-as-you-go pension systems should and must save, creating adequate reserve funds to ensure their long-run sustainability.
Importantly, the inevitable fixes to the systems' parameters should come before expanding benefits to more people; otherwise, adding beneficiaries, without addressing the underlying problems of the system, increases the demands on a shrinking pool of resources.
Because pension coverage is inadequate in the two types of contributory pension systems that coexist in Latin America and the Caribbean, noncontributory pension programs are proliferating.
Noncontributory pensions provide payments to people who have either not contributed, or do not qualify for a contributory pension. Today, noncontributory pensions account for one-third of pension coverage in the region. In several countries, more people receive noncontributory pensions than contributory pensions. The noncontributory pensions with the highest coverage cost between 0.7 percent and 1 percent of GDP. This cost will more than double by 2050 if generosity and coverage remain constant, just to account for changes in demographics.
The possible effects that noncontributory pensions may have on incentives to save are also important. The emergence of these pensions has yielded some very relevant insights into how individuals and households react to changes in benefits.
Noncontributory pensions steal beneficiaries away from contributory systems, and in some cases decrease their savings. They also reduce the transfers that beneficiary households receive from other households. 6 To minimize unintended negative consequences on saving either through excessive fiscal costs, or indirectly by crowding out saving, these programs must be carefully designed and funded, and targeted only to the population at risk of old-age poverty.
Increasing pension saving can also help solve another perennial problem of the region: the lack of long-term funding in local currencies available to finance investment. Infrastructure investment is a highly productive form of investment in short supply in Latin
America and the Caribbean. To be viable and sustainable over time, infrastructure investment requires long-term financing-precisely the type of financing that comes with national saving. As countries raise pension saving, the accumulated resources-which by definition are locked up for some time-can be increasingly channeled to finance infrastructure investments.
To do so, policymakers in the region must set up the rules of the game. The first step is to promote the development of an "investible asset class" that permits accumulated savings to be channeled into investment in infrastructure. Since well-planned and executed infrastructure investment is highly productive, the returns on saving generated by these investments can potentially be very large and support the long-term sustainability of pension systems.
However, the region is starting from a very low point, as many countries still have amassed few resources in pension funds, particularly in countries with pay-as-you-go systems. Therefore, the expectation that higher pension saving by itself will solve the region's infrastructure gap is unrealistic.
Focus on infrastructure and capital spending. To increase investment to close the infrastructure gap, the region needs to boost public saving and investment. The public sector is the main source of financing for infrastructure investment in the region and in the world. Increasing public investment requires designing fiscal rules and targets that direct a higher share of total expenditures to public investment and counter the political economy forces that bias expenditures toward current expenditures in both good and bad times.
Over the last two decades, improved fiscal frameworks have delivered higher public saving in many countries. Yet more effort is needed just when a challenging economic environment has made doing so more difficult. The good news is that substantial public saving can still be generated without having to rely on the traditional tools of raising taxes or reducing expenditures across the board.
First, governments must realize that the composition of public expenditures is a direct determinant of the level of public saving.
Governments have room to boost public saving by increasing the share of capital expenditures, which is low in the region, with respect to current spending, which is high. This requires a more prudent approach to fiscal policy. As a general rule, only a small fraction of any change in commodity prices or other external factors should be considered permanent. Then, current expenditures will be expanded relatively less in good times (the upside of the typical business cycle) and reduced more in the downturns.
Second, savings of approximately 2 percent of GDP on average could be generated by reducing leakage in current expenditures in areas such as social assistance, tax expenditures, and subsidies to the energy sector. That means making sure that spending reaches its intended beneficiaries only. Designing and implementing reforms to make public expenditures more efficient should rank high on the policy agendas of governments throughout the region.
Target tax policy better. Governments can also encourage saving through tax policy. Income taxes are levied on both individuals (personal income tax) and firms (corporate income tax). But households collectively own firms; therefore tax policy should consider integrating personal and corporate income taxes, and avoiding double taxation of savings: first, when it is generated by the firm, and then when it is distributed to households as dividends. Countries in the region must also reconsider tax preferences that favor investing in housing rather than financial instruments such as stocks, bonds, and term deposits in banks. Loopholes in the tax codes in many countries discriminate against nonhousing saving vehicles while mostly benefiting high-income households. Leveling off tax incentives for housing with other forms of financial saving is generally a better option than introducing new tax incentives for certain types of financial saving. In the past, many advanced countries introduced tax-preferred savings accounts, sometimes designed to encourage saving for education, life insurance contracts, and other purposes. The evidence shows that these tax preferences did not increase saving. By and large, only the relatively rich used 7 Integrating corporate and personal income taxes proved to be very successful in encouraging saving in Chile. See Cerda and others (2015) . 8 For example, the dual income tax in Nordic countries combines a flat tax on capital income with a progressive labor income tax schedule. Several countries in Latin America and the Caribbean have a dual or semi-dual system, but most are not integrated (Corbacho, Fretes Cibils and Lora, 2013) . 9 Corporate income tax rates have declined over the last 40 years from an average of 40 percent in 1980 to about 30 percent in the 2000s, and to 24 percent in 2014. Among the reasons for the decline, ongoing research points to profit-shifting concerns and the attraction of investment and tax competition. 10 High taxation of formal firms can lead to both less saving and lower formal employment. In Colombia, Granda and Hamman (2015) show that lower taxes on profits increase firm saving in the formal sector, and increase labor formalization and entrepreneurship. Reducing payroll taxes achieves similar qualitative results.
these vehicles, primarily to reduce their tax payments, with limited to no impact on total saving. A promising avenue for creating a saving culture in Latin America and the Caribbean is financial education, with a focus on children and youth. Positive saving habits are easier to instill during the early years, when the brain is still developing and learning is easier.
Improve productivity growth. Increasing national saving is necessary to achieve the region's aspirations, but it is not enough.
Evidence from around the world shows that historically, an increase in national saving rates coincided with higher economic growth only when the saving surges were accompanied by higher aggregate productivity growth (See Figure 6) . This relationship underscores two points. First, a surge in saving rates can be sustained for long periods of time when it is associated with permanent incentives for individuals to save. And the incentives to save are higher when productivity grows faster. Second, in order for more saving to impact growth and development, the savings must be put to good use. That is, savings must be channeled to productive investment opportunities.
Total factor productivity (TFP) is ultimately the weighted sum of the productivity of the existing population of firms in the economy.
TFP can grow because either firms in the economy become more productive, more resources are channeled to productive firms, or the market allows more productive firms to survive and less productive firms to exit. Latin America and the Caribbean is cluttered by a large number of small, informal, and unproductive firms that survive because they enjoy cheaper inputs and/or higher product prices.
These factors, in turn, arise from distortionary taxes and regulations that are not properly enforced. Increasing aggregate productivity requires reducing those distortions. Doing so would improve the allocation of resources in the economy and increase aggregate saving and investment.
Fix the financial system. Efforts to create and sustain a culture of saving in the region must be complemented by efforts to help the financial system pool and allocate savings efficiently. Only by fixing the problems that discourage the use of financial systems for saving and limit the availability of financing for productive firms, can more saving turn into better saving for development. 
A Policy Agenda for the Future
The book identifies six strategic goals for households, firms, and governments in the region. Sixth, saving more will not be enough to support development.
The additional saving must be put to good use. The investment distortions that plague the region and that weaken investment demand must be eliminated. These distortions include inefficiencies in financial markets, high informality in labor markets, lack of adequate and predictable regulations, and special tax regimes. These distortions squander economic resources and impede productivity growth, which in turn feeds low investment demand and reduces saving.
In the end, measuring success in achieving these goals boils down to creating an environment where everybody shares the vision that more saving, and a better use of existing savings, is the solution to the region's economic woes-and the path to a stable and confident region in which any aspiration is possible.
Latin America saves 10 to 15 percentage points of GDP less than do the leading Asian economies. Do we grow slowly because we save too little? Or do we save too little because growth is slow? This fascinating report provides answers to these and other key questions. Highly recommended for academic economists, policymakers, and anyone concerned with the economic future of Latin America.
-Andrés Velasco, Former Finance Minister, Chile This year's IDB flagship (DIA) presents a comprehensive analysis of a key issue in development: the dynamics of saving and saving behaviors. This is particularly important for Latin America where saving rates have traditionally been very low. This book addresses such complex issues as pension reform in a greying region and the constraints individuals face to save. The analysis is rigorous and illuminating. A must read for academics working on this issue and for policymakers as well.
-Orazio Attanasio, Jeremy Bentham Professor of Economics, University College London, UK.
This remarkably encompassing and pedagogical overview of Latin America's saving challenges explores why the region has not been very good at saving. It also offers realistic solutions to minimize the risks of a "do-nothing" scenario. Among the many concrete and innovative insights is a discussion of how to mobilize savings to finance infrastructure investments to make Latin America more productive. In a nutshell, consider this book required reading for researchers, concerned citizens, and politicians who care about their voters.
-Antonio Estache, Professor of Economics, Universite libre de Bruxelles
